Abstract. This paper investigates if the existence of complex structures plays an important role in corporate governance. It uses GMM estimation on a panel of Western European firms. We find that the presence of a second and third large shareholder has a significant positive effect on firm value. This study underlines the importance of the number of blockholders as a determinant of firm value, when taken as a moderator of the contestability effect. It shows that the legal context and company-specific characteristics play a crucial moderating role for contestability. In contrast to previous research, we find that contestability plays a less relevant role in family firms. We also find that this last result does not vary significantly with the identity of the remaining elements of the coalition. Also, our study suggests that contestability is less important in companies led by majority shareholders.
Introduction
Why the sharing of company control is preferable to absolute control is still a key issue in corporate governance for firms with dominant shareholders. In fact, large companies have multiple small blockholders (Jara-Bertin et al. 2008; Laeven, Levine 2008; Attig et al. 2009; Konijn et al. 2011) .
Four aspects drive this study. First, as there is no consensus on the virtues of blockholder dispersion, we aim to contribute to the debate on the existence of an optimal dispersion of ownership.
Second, we aim to test if the legal context moderates the contestability effect as suggested by Konijn et al. (2011) . Third, conflicting results (Maury, Pajuste 2005; Jara-Bertin et al. 2008) when exploring non-family firms is an additional motivation of this paper. Finally, we aim to investigate if the identity of the second blockholder moderates the contestability effect.
We confirm that the existence of a second largest shareholder limits opportunistic behavior of the main blockholder. Moreover, for a given level of contestability, the effect on firms' value is dampened in coalitions of three blockholders vis-à-vis coalitions with only two members. Altogether, the results suggest a complementarity between exit and voice governance mechanisms with the existence of an optimal number of blockholders. This paper evidences the moderating role of ownership concentration contrasting with the results of Jara- Bertin et al. (2008) renewing the need for further research in this area. Moreover, the results suggest that excessive contestability reduces the effect on the value of firms. Also, our study suggests that contestability is significantly lower in family firms. Moreover, our result does not support Maury and Pajuste's (2005) or Jara-Bertin et al. 's (2008) work for family firms allowing only to conclude that the contestability effect when the two principal blockholder belong to the same groups of investors is small when compared with the contestability effect exerted by a blockholder that does not belong to the same group of investors as the main blockholder.
We confirm Bloch and Hege's thesis (2001) on the moderating role of the legal context. The paper is structured as follows. Section 1 describes the theoretical framework. We describe in Section 2 the sample selection and the research methodology. Section 3 presents the empirical results. Finally, we present the results and discuss our main findings.
Theoretical background and hypothesis

Contestability and value
In theory, there are two views regarding the role of the second largest owners. Winton (1993) argues that non-controlling shareholders with significant stakes have incentives to monitor controlling shareholders to avoid profit diversion. Also, decisions which may disadvantage small shareholders are prevented by bargaining problems among multiple controlling shareholders (Gomes, Novaes 2006) . Also there is the possibility of collusion between the second and the largest shareholder to share private benefits. Whether the second controlling owner will monitor or collude with the first owner depends on the relative benefits of monitoring, which is proportional to the relative size of the ownership stake (Zweibel 1995). Dhillon and Rossetto (2009) emphasize that the existence of many blockholders helps shift the voting outcome more towards the interests of minority shareholders. Edmans and Manso (2011) argue that the existence of a multiplicity of blockholders can form a forceful monitoring mechanism in disciplining the behavior of managers by aggressive trading of information. Lehman and Weigand (2000) found evidence that the company's profitability increases with a second large shareholder. Volpin (2002) claimed that in Italy company market value is higher with blockholder syndicates than with a single blockholder. Maury and Pajuste (2005) studied the effect of multiple large shareholders on company valuation for a sample of Finnish listed companies. Their main result is that company value increases with control contestability. Laeven and Levine (2008) find that higher valuations correlate with the voting rights of the second owner, confirming the research of Volpin (2002) . Thus, we propose our first hypothesis:
H1:
The value of companies increases as contestability of the main blockholder increases.
The identity of the two largest shareholders and the effect of contestability on the value of companies
The family firm has the advantage of joining control and management decisions, leading to reduced agency costs (Jensen 1986 ). Additionally, as families do care about their companies (they constitute most of their wealth, identity and patrimony), it is the family interest to avoid acting opportunistically with regard to the earnings obtained (Anderson, Reeb 2003) and to invest maximizing the value of the firm, thus benefiting the minority shareholders. As family control leads to higher firm valuation (Anderson et al. 2003; Barontini, Caprio 2006; Villalonga, Amit 2006) , it would be expected that the contestability effect of the main blockholders would be lower in family firms.
On the other hand, the lack of alignment between family interests and those of other shareholders, involving management and control, may lead to investment decisions that do not necessarily maximize value and the interests of other shareholders (Fama, Jensen 1983; Barontini, Caprio 2006) . Consistent with the greater potential for expropriation in family-controlled firms, there is a broad consensus that contestability is more relevant in family companies (Maury, Pajuste 2005; Jara-Bertin et al. 2008; Attig et al. 2011) . We thus formulate the following hypothesis: H2: When the dominant blockholder is a family, the level of control rights in the hands of the second and third most significant shareholders will be more relevant for firm value than in non-family firms.
Now we examine whether the identity of the second owner vis-à-vis the identity of the largest owner matters for corporate valuation. Maury and Pajuste (2005) suggest that two families can make profit diversion easier due to increased cohesion and cooperation in the controlling group when compared to a coalition formed by family and non-family shareholders. Jara- Bertin et al. (2008) confirm that family firms with a second largest reference shareholder have a negative effect on the value of firms. Hence, we formulate the following hypothesis:
H3:
The contestability of the principal blockholder in family firms is less relevant when the two main shareholders belong to the same family.
Legal system
We aim to test Shleifer and Vishny's (1997) thesis who posit that monitoring by large minority shareholders is effective only in countries with good investor protection. When legal investor protection is high, collusion is more difficult between the investor and potential monitoring shareholders (Pagano, Roell 1998) .
Diferently, Bennedsen and Wolfenzon (2000) maintain that in environments with poor shareholder protection, the most efficient ownership structure emerges in a control structure with multiple shareholders. Moreover, Bloch and Hege (2001) claim that when legal protection for minorities is weak, multiple blockholders provide some compensation.
We expect to confirm that the existence of complex structures plays an economically more relevant role, specifically in contexts where only voting rights provide a real chance to condition the behavior of the main shareholder, which is an empirical question not yet explored in Western Europe.
H4:
The contestability of the principal blockholder is more relevant when the protection of shareholder rights is more fragile, according to a substitution effect between internal and external governance mechanisms.
Data, variables and methodology
Data
We use data on 938 non-financial listed firms across Belgium, Denmark, Finland, France, Germany, Greece, Italy, Netherlands, Portugal, Spain, Sweden, Switzerland, and the UK, from the AMADEUS database. We exclude financial firms and utilities. We use total shareholding (percentage of total voting rights held by the shareholder where the path through which ownership is held may be direct or indirect) and excluded firms that have missing data for all control variables used. Since the focus is on the role of contestability, we also exclude firm-years that do not have any blockholder with at least 10% of the votes.
Methodology
In order to test the relationship between the contestability of the first largest blockholder by the second and the third largest blockholders and the market value of the firms, we consider the following model:
Tobin's Q it = α 0 + β 1 Tobin's Q i,t-1 + β 2 BLOCK1 it + β 3 COALITION it + β 4 DEBT it + β 5 ROA it + β 6 SIZE it + β 7 INTANG it + β 8 GROWTH it + β 9 AGE it + ζ t + λ i + δ s + θ p + ε it .
The dependent variable reflects the current value of expected future performance. The natural log transformation was performed in order to reduce problems of heteroscedasticity. To reduce the impact of extreme values, we impose a cut-off at the 5th and 95th percentiles (Barontini, Caprio 2006) .
For robustness purposes, we include additional control variables (Table 1 ) as adopted on previously (Aggarwal et al. 2011; Laeven, Levine 2008; Jara-Bertin et al. 2008; Maury, Pajuste 2005) . When we explore the impact of the identity of the two largest owners, we categorize them into several investor groups: (i) family, when the principal blockholder is either a family or an individual; (ii) institutional investors, when the principal blockholder is either a financial company, an insurance company, a mutual pension fund/trust, a private equity company or a bank; (iii) corporate investors, when the principal blockholder is a non-financial company and (iv) other.
We included the following dummies: industry (δ s ); time effects, (ζ t ); a control for unobserved time-constant individual heterogeneity of firms (λ i ); country (θ p ). ε it is a whitenoise error. To control dynamic endogeneity, unobservable heterogeneity, and simultaneity, and following Wintoki et al. (2012) , we use the dynamic panel GMM estimator as proposed by Arellano and Bover (1995) , Blundell and Bond (1998) . However, as it has its limitations, we present two-step estimates, which in theory provide robust results.
As small panel samples may produce downward bias in estimated asymptotic standard errors in the two-step procedure we implemented the Windmeijer (2005) correction.
An optimal choice of instruments is a clear influence on the consistency of estimates. Therefore, we report a test for the second-order serial correlation, m 2 statistic (Arellano, Bond 1991) . We use the Hansen J-statistic of over-identifying restrictions to test for the absence of correlation between the instruments and the error term. We also report a difference-in-Hansen test (Roodman 2009 ) that evaluates if supplementary instruments required for systems estimation and used in the levels equation are valid.
Results
Descriptive results
Consistent with prior studies, Table 2 shows that the principal owner holds, on average, 38.90% of voting rights, suggesting that the main agency problem in these firms stems from conflicts of interest between controlling and minority shareholders. Table 2 shows the relevance of focusing on the three main shareholders; on average they account for 63.90% of voting rights. 
Regression results
Contestability and company value
The results in Table 4 for COALITION, confirm the positive effect of contestability of the first shareholder on the value of firms. The coefficient estimate in column 1 of We decided to test if the contestability effect is moderated by the concentration of ownership. First, we test a restriction on the first largest shareholder having control rights above or below 50%, the majority control threshold. We find that the COALITION coefficient (Table 4 column 2) for firms with no majority blockholders (0.383) is larger than the coefficient for other firms (0.216). The results suggest, unlike those evinced by Jara-Bertin et al. (2008) , that the effect of contestability is higher among firms that do not have a majority shareholder. In our view, our results are more in line with basic economic rationale that supports that the majority shareholders would be more independent in their decisions and thus the contestability effect would be expected to be less intense.
The interaction of contestability and ownership concentration in the hands of the two largest shareholders is tested in the model presented in column 3 of Table 4 . The results show that this relationship is stronger when the two largest shareholders together have voting rights below 50% (0.403) than in other cases (0.143). The hypothesis that both coefficients are statistically equal is rejected by the Wald test at 1% level. We conclude that when the coalition has majority stakes the likelihood of collusion behaviors increases and the contestability effect decreases. In any case, the contestability effect remains positive.
(End of Table 4)
In model 4 of Table 4 we test another cut-off point that seems particularly relevant, determined by the sum of voting rights of the second and third shareholder being greater than the voting rights of the main blockholder, which happens in our sample in 21.51% of the observations. Our results suggests that minority shareholders anticipate one of two possible negative outcomes: (i) excessive conflict among the three major shareholders that may impede the implementation of interesting projects for the company as a result of different sensitivities to risk, and difficulties in agreeing on how best to finance these investments; (ii) largely equal control rights between the three principal shareholders may, on the contrary, determine a shared set of objectives between these behaviors and result in collusion to the detriment of other shareholders.
As a complement, we explore if the existence of complex structures with three blockholders is more interesting than with only two. Column 5 of Table 4 shows the coefficients of two interaction variables that for the same level of contestability, where the effect on the value of companies is seen to be substantially higher if performed by a single contestant (0.328) than by structures with three blockholders (0.191). The hypothesis that both coefficients are statistically equal is rejected at 1% level.
These results suggest that: (i) the circumstances of a coalition including three shareholders make the negotiation process particularly difficult when compared to a situation of having only to reconcile the interests of the two major shareholders; (ii) an alternative explanation can also found in the circumstance that the interests of the second and third are not necessarily aligned and therefore did not have a monolithic behavior with the principal shareholder; (iii) a third and final possibility is that the second or third blockholder is aligned with the interests of the main shareholder, which results in a dramatic reduction in contestability.
Is the effect of contestability on the company value moderated by the identity of the two largest shareholders?
We explored the interaction between the variable COALITION and the identity of the first large shareholder by estimating the models presented in column 1 of Table 5 . We found that the COALITION coefficient for family firms (0.161) is smaller than the coefficient for non-family firms (0.341). Equality of the coefficients is rejected at the 5% level. This is an unexpected result, which does not support H2, and contradicts previous empirical evidence as reported by Maury and Pajuste (2005) and Jara-Bertin et al. (2008) .
Our evidence means that the minority shareholders in family firms anticipate that the remaining blockholders have a lower propensity to challenge the main blockholder than in other companies. The following factors help in the explanation of our results: (i) research is almost unanimous regarding the positive effect family firm leadership has on firm value (Anderson et al. 2003; Villalonga, Amit 2006) . This may mean a greater coincidence of interests between major family blockholders and other minority shareholders. Moreover, family firm shareholders concentrate much of their wealth and have on average higher equity capital than other groups of shareholders. These two circumstances determine the internalization of the consequences of their behaviors and therefore a greater alignment with the interests of other shareholders and by this means a reduction in the importance of contestability as a mechanism for corporate governance;
(ii) the fact that the age of family businesses is, on average, lower than that of the other companies (Table 2 ) may help to explain this result as the contestability effect is lower among younger firms; (iii) the fact that family firms coalitions on average possess more shareholders (Table 2 ) and, as we demonstrated, for the same level of contestability, the effect on firm value is an inverse function of the number of elements of the coalition.
In model 2 of Table 5 we test if the identity of the second blockholder moderates the contestability effect in family firms. The equality of all coefficients is rejected (5% level) by Wald test. Additionally, we could not reject the null hypothesis of the equality of the interaction coefficients pertaining to family firms (COALITION*FFD and COALITION*FNFD) and consequently we reject H3. When we tested the equality of any of these two interaction variables with the interaction variable concerning nonfamily firms we rejected these hypotheses at the 5% level.
Subsequently, we created a dummy variable equal to 1 if the two blockholders have the same identity, and 0 otherwise. As can be seen in Table 5 column 3, the coefficient in the case where the two main shareholders belong to the same group is 0.154, and 0.309 otherwise. Both coefficients are statistically significant at the 1% level and their equality is rejected at the 1% level. Thus, our empirical evidence does not support one of the main conclusions for family companies provided by Maury and Pajuste (2005) or Jara- Bertin et al. (2008) .
Legal system
We explore the interaction of the variable COALITION and the Anglo variable. As shown in the column 4 of for companies from the UK (0.145) than for the other countries in our sample (0.485).
The relationship between the contestability of the first largest shareholder and the company value in continental Europe is positive and more influential than for the UK, contradicting what has been suggested by Pagano and Roell (1998) . On the contrary, our results validate H4 and the thesis defended by Bloch and Hege (2001) .
This result is consistent with the thesis that company-level governance mechanisms might be substitutes for weak country-level governance (La Porta et al. 2002) . The results suggest that under a weak legal system, minority shareholders know that only a more balanced distribution of voting rights between the three principal shareholders allows them to anticipate a real ability of the second and third shareholders to contest the decisions of the largest shareholder, which deviates from the purpose of maximizing the wealth of minority shareholders (Bennedsen, Wolfenzon 2000) .
Another competing explanation for the contestability effect being greater in continental Europe is that the more concern the major shareholder has regarding the interests of other blockholders, the more democratic decisions will be made, while this concern will be reinforced where other blockholders are aligned in their interests with the minority shareholders.
To test the consistency of this result we split the sample using an anti-self-dealing index (ASD) (Djankov et al. 2008 ). When we divided the sample with the variable Anglo it could always be said that the difference could result from other factors, such as concentration of ownership in the hands of the main blockholder (20.37% in the UK, 43.38% in the other countries). In the division now proposed this difference is small (for countries with ASD > 0.38 1 ) as concentration of voting rights in the hands of the main shareholder is 27.24%. This regression (model 5 of Table 5 ) confirms the results as the impact of the contestability effect on firms' value varies according to different legal framework and institutional environment.
Robustness tests
First, we test the contestability effect in line with Konijn et al. (2011) using the GINI variable and Dispersion ratio and Cash-flow ratio (Laeven, Levine 2008) and Contest (Jara-Bertin et al. 2008) . The coefficients are in line with those obtained for the variable COALITION. Thus, the contestability effect is robust regardless of the proxy used.
Second, despite using a cut-off point of 10% of voting rights for identifying a blockholder we decided to test, in line with Laeven and Levine (2008) , whether the adoption of a 20% cut-off level would be relevant (COALITION20 was constructed algebraically with the same formula of COALITION). The results suggest that the choice between 10% and 20% did not seem to be relevant.
Third, we decided to test the model 3 of Table 4 for the same cut-off but change to considering the sum of voting rights of the three main shareholders. The results are very much in line with that obtained before.
Finally, we decided to test our main results employing a sample that excludes the UK (756 firms and 3035 observations). All results are consistent with the empirical evidence obtained for the full sample (938 firms). As expected, all values of the variable COA-LITION are greater than those obtained in the full sample. This result is in line with Bennedsen and Wolfenzon (2000) , Bloch and Hege (2001) .
Conclusions
First, we document an inverse relationship between the voting rights of the second and third most significant shareholders and agency costs, providing support for the view that minority expropriation will be lower in companies where control is more contestable.
Regarding the number of elements of the coalitions, our research suggests that for the same level of contestability the effect on the value of firms is smaller in coalitions with three blockholders when compared to just two blockholders. Taken together, the results suggest a complementarity between "exit" and "voice" governance mechanisms and also the existence of an optimal number of blockholders.
Contrary to Jara-Bertin et al. (2008), we suggest that the contestability effect is stronger when the main blockholder owns less than 50% of control rights. In line with this result, the contestability effect is equally strong when coalitions do not have a dominant position.
We document that contestability has a weaker positive effect on the company value for family firms when compared to firms with other types of dominant shareholder. This result, which does not confirm previous evidence (Maury, Pajuste 2005; Jara-Bertin et al. 2008) , re-launches the question of what mechanisms support the publicized superiority of family firms. Our research also concludes that the coalitions constituted of members that belong to the same group of investors have a substantially reduced effect on the firm's value. However when we analyze the particular case of family firms we do not find evidence that suggests that the identity of who challenges the main blockholder is important.
Finally, our results indicate that, ceteris paribus, contestability in countries with good protection of minority shareholders has a smaller effect on the value of firms when compared to countries with poor legal protection of investors. Thus, although our evidence is contrary to the results of Konijn et al. (2011) for the US it provides support for the idea that the institutional context moderates the contestability effect.
Despite efforts to make sure our analyses are as rigorous as possible, our study is subject to several limitations, which should be addressed in future research. First, we did not have access to information about the difference between control and cash flow rights; second, it might be argued that the number of years for the panel may be short.
The study analyses the effect of complex structures on firm value of large publicly held company in Western Europe. It would be interesting to analyze how our findings for large publicly held companies might change if smaller and private firms were to be examined.
